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PRESCRIPTION FOR A SMALL BUSINESS INTERNAL AUDIT
Many small businesses have an independent CPA do 
their monthly accounting. This write-up work is 
important to the small business, for it not only pro­
vides skilled accounting at modest fees but also 
assures owners that the accounts are correct and the 
assets accounted for.
There are six additional steps a CPA can take that 
can be valuable to a small business client. These 
steps are in the nature of internal audits. Although 
this might be a new area to many, a CPA's training 
should enable effectively performing the six reviews 
and reporting the findings and recommendations to 
the client. Let’s look at some examples illustrating 
the application of these reviews.
Is anyone’s hand in the till?
A cafeteria manager was convinced he wasn’t gross­
ing what he should, considering the volume of cus­
tomers going through the line. He had a quick and 
capable cashier who was responsible for collecting 
payment from the customers, but any irregularities 
in that area were not immediately apparent. Finally, 
hidden observation revealed how the leak was hap­
pening.
The cashier would tally the correct bill, ring up 
the amount minus one dollar, but charge the cus­
tomer the full amount. The cashier would then move 
one penny to a separate place in the register. All the 
cashier then had to do at the end of the shift was 
count the pennies in that location and extract the 
corresponding number of dollars from the till. 
Believe me, the hand is quicker than the eye!
A business must do more than assume it has hon­
est employees. It must establish procedures that act 
as a deterent to employees being tempted to steal. In 
the above instance, theft was detected because the 
cafeteria manager had a good instinct for what the 
gross should be.
This is only one example. The stories of small 
business failures resulting from employee thefts of 
money, merchandise, and time are so numerous that 
according to one estimate, they account for about 
one-third of all U.S. business failures!
In counseling clients about needed procedures, 
CPAs should remember that clients often know 
nothing about the nature of internal controls and 
they may have to explain why procedures and 
checks and balances are established in certain ways 
and why they must not be altered or overridden.
Are employees doing what they should?
A certain company had a personnel procedure 
requiring department heads to review each 
employee’s performance annually. An audit of 
selected departments revealed that the procedure 
was being followed and the forms completed and 
filed, but the performance reviews were simply 
never communicated back to the employees. 
Obviously, employees could not improve because 
they never knew the results of their annual reviews.
I know that some small business people think that 
written procedures are just so much red tape and 
have no value. Nevertheless, the CPA should write 
some simple procedures and demonstrate their 
value to the client in providing consistency in 
accounting, administrative, and financial control 
functions, and in simplifying the training of new 
employees.
Is there a logical explanation for the net profit 
or net loss?
Concentrating on the bottom-line results of a busi­
ness can be misleading because it presupposes that
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PCPS Technical Issues Committee 
(TIC) News Alert
SAS No. 69 Revises Status of EITF Consensuses 
CPAs should be aware that required compliance 
with applicable FASB Emerging Issues Task 
Force (EITF) Consensuses by nongovernment 
entities will phase in beginning March 15, 1992. 
The new SAS also changes the authority of AcSEC 
Statements of Position (SOPs), Audit and 
Accounting Guides and Practice Bulletins, and 
establishes a separate, but parallel, GAAP hier­
archy for state and local governments.
Currently, EITF Consensuses can be obtained 
in a looseleaf service format or in an annual 
paperback from the FASB Subscription Depart­
ment, (203) 847-0700. SAS No. 69 is effective for 
periods ending after March 15, 1992, and can be 
purchased for $5.00 from the AICPA Order 
Department, (800) 334-6961; in New York State, 
(800) 248-0445. Regional meetings during Sum­
mer 1992 will further explain SAS 69 and other 
new auditing standards.
New HUD Consolidated Audit Guide
Issued October 1991
Effective Date. The U.S. Department of Housing 
and Urban Developments (HUD) Handbook IG 
2000.4 should be followed to the extent possible 
for audits of fiscal years ending on or after 
December 31, 1991. Since the proximity of the 
issuance and effective dates may cause a problem 
for some Independent Auditors (IA), the HUD 
Office of Inspector General (OIG) in Washington 
has issued a notice stating that it will permit IAs 
who have already begun audit work or signed 
contracts to follow the compliance requirements 
of the superseded guide as long as they apply 
current SASs and the new "Yellow Book.” How­
ever, the HUD OIG expects IAs to comply fully 
with the revised guide when issuing reports for 
fiscal years ending on or after June 30, 1992. CPAs 
performing HUD audits should check further 
with their client's HUD field office staff. To obtain 
a copy of this HUD notice or the unofficial 
answers to implementation questions that HUD 
has provided through the AICPA, send a stamped, 
self-addressed envelope to the AICPA federal gov­
ernment division, Att: HUD Audit Guide, 1455 
Pennsylvania Avenue, NW, Washington, DC 
20004-1081.
Independence. The handbook reaffirms that an 
individual who acts as the mortgagors "fee 
accountant” (i.e., an individual who performs 
manual or automated bookkeeping services and/ 
or maintains the official accounting records) is 
prohibited by HUD policy from performing the 
audit.
the business has a good accounting system that will 
reveal errors or irregularities between the bottom 
line and gross income. Following are just a few 
items that can affect bottom-line results:
□ Capital expenditure miscoded as expense.
□ Failure to accrue expenses in the proper 
accounting period.
□ Errors calculating inventories.
□ Entry of income in the wrong accounting 
period.
□ Production costs incorrectly calculated.
□ Improper calculation of overhead.
□ Failure to operate the cost accounting system 
properly.
Simply telling the client there is a loss for the 
accounting period is not enough; he or she already 
knows that. The CPA has an opportunity to find out 
why there is a net loss.
Are there written quality control procedures?
Every manager or owner of a small business realizes 
the importance of quality control. As noted above, 
however, rarely are there any written procedures. 
We asked one owner-manager of a technologically 
sophisticated small business for a copy of his quality 
control procedures and he pointed to his head, 
indicating their location. Of course, if he became 
(continued on page 8)
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Highlights of Recent Pronouncements
FASB Statement of Financial 
Accounting Standards
No. 108 (December 1991), Accounting for Income 
Taxes—Deferral of the Effective Date of FASB State­
ment no. 96
□ Supersedes FASB Statement nos. 100 and 103, 
both titled Accounting for Income Taxes—Defer­
ral of the Effective Date of FASB Statement no. 
96.
□ Amends FASB Statement no. 96, Accounting for 
Income Taxes, to defer the effective date of 
Statement no. 96 to fiscal years beginning after 
December 15, 1992.
□ Effective upon issuance.
No. 107 (December 1991), Disclosures about Fair 
Value of Financial Instruments
□ Extends existing fair value disclosure practices 
for some instruments by requiring all entities 
to disclose the fair value of financial instru­
ments, both assets and liabilities recognized 
and not recognized in the statement of finan­
cial position, for which it is practicable to esti­
mate fair value.
□ Requires disclosure of descriptive information 
pertinent to estimating the value of a financial 
instrument if estimating fair value is not prac­
ticable.
□ Effective for financial statements issued for 
fiscal years ending after December 15, 1992, for 
all entities except those with less than $150 
million in total assets in the current statement 
of financial position. For those entities, the 
effective date is for fiscal years ending after 
December 15, 1995.
GASB Statement of the Governmental 
Accounting Standards Board
No. 15 (October 1991), Governmental College and Uni­
versity Accounting and Financial Reporting Models
□ Provides guidance on the accounting and 
financial reporting models to be used for gov­
ernmental colleges and universities.
□ Clarifies generally accepted accounting princi­
ples and provides interim guidance pending 
further research that ultimately may lead to 
the issuance of one or more pronouncements 
that establish a comprehensive accounting and 
financial reporting model for governmental 
colleges and universities.
□ Applies to all governmental colleges and uni­
versities and to all state and local government 
reporting entities that include colleges and 
universities.
□ Effective for financial statements for periods 
beginning after June 15, 1992. Early applica­
tion is encouraged.
No. 14 (June 1991), The Financial Reporting Entity
□ Establishes standards for defining and report­
ing on the financial reporting entity.
□ Establishes standards for reporting participa­
tion in joint ventures.
□ Applies to:
1) All levels of state and local governments;
2) Financial reporting by primary govern­
ments, governmental joint ventures, jointly 
governed organizations, and other stand­
alone governments;
3) Separately issued financial statements of 
governmental component units;
4) Governmental and nongovernmental com­
ponent units when they are included in a 
governmental reporting entity.
□ Requires certain disclosures about the entity’s 
relationships with organizations other than 
component units.
□ Provides financial statement display require­
ments for joint ventures in which the par­
ticipating government has an equity interest.
□ Supersedes National Council on Governmental 
Accounting (NCGA) Statements 3, Defining the 
Governmental Reporting Entity and 7, Financial 
Reporting for Component Units within the Gov­
ernmental Reporting Entity, and NCGA Inter­
pretation 7, Clarification as to the Application of 
the Criteria in NCGA Statement 3, “Defining the 
Governmental Reporting Entity.”
□ Amends all disclosure requirements in the 
GASB Codification of Governmental Accounting 
and Financial Reporting Standards that relate 
to reporting by the “entity as a whole.”
□ Effective for financial statements for periods 
beginning after December 15, 1992. Earlier 
application is encouraged.
Statement on Auditing Standards
No. 68 (December 1991), Compliance Auditing 
Applicable to Governmental Entities and Other Recip­
ients of Governmental Financial Assistance
□ Supersedes SAS no. 63, Compliance Auditing 
Applicable to Governmental Entities and Other 
Recipients of Governmental Financial Assis­
tance.
□ Establishes standards for testing and reporting 
Practicing CPA, February 1992
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on compliance with laws and regulations in 
engagements under generally accepted audit­
ing standards, Government Auditing Standards, 
the Single Audit Act of 1984, Office of Manage­
ment and Budget (OMB) Circular A-128, Audits 
of State and Local Governments, and OMB Cir­
cular A-133, Audits of Institutions of Higher 
Education and Other Nonprofit Institutions.
□ Provides guidance on applying the provisions 
of SAS no. 53, The Auditor's Responsibility to 
Detect and Report Errors and Irregularities, and 
SAS no. 54, Illegal Acts by Clients, relative to 
detecting misstatements resulting from illegal 
acts related to laws and regulations.
□ Provides guidance on reporting on compliance 
with laws and regulations and the internal con­
trol structure in audits conducted in accor­
dance with Government Auditing Standards.
□ Provides guidance on testing and reporting on 
compliance with certain laws and regulations 
applicable to:
1) Federal financial assistance programs in 
audits conducted in accordance with the 
Single Audit Act of 1984 and OMB Circular 
A-128.
2) Federal award programs in audits con­
ducted in accordance with OMB Circular 
A-133.
□ Provides guidance on establishing an under­
standing with management regarding the type 
of engagement when engaged to test and report 
on program-specific audits or compliance with 
state or local laws and regulations.
□ Effective for audits of financial statements and 
of compliance with laws and regulations for 
fiscal periods ending after June 15, 1992. Early 
application is encouraged.
No. 67 (November 1991), The Confirmation Process 
□ Supersedes SAS no. 1, section 331, Receivables 
and Inventories, paragraphs 3 through 8, and 
the portion of paragraph 1 that addresses the 
confirmation of receivables. However, it does 
not supersede the portion of paragraph 1 that 
addresses the observation of inventories.
□ Specifically addresses the confirmation of 
accounts receivable.
□ Provides guidance about the confirmation pro­
cess in audits performed in accordance with 
generally accepted auditing standards.
□ Defines the confirmation process.
□ Discusses the relationship of confirmation pro­
cedures to the auditors assessment of audit 
risk.
□ Describes certain factors that affect the 
reliability of confirmations.
□ Provides guidance on:
1) Performing alternative procedures when 
responses to confirmation requests are not 
received;
2) Evaluating the results of confirmation pro­
cedures.
□ Effective for audits of fiscal periods ending 
after June 15, 1992. Early application is per­
missible.
PCPS Conference Program 
Takes Shape
The private companies practice section of the 
AICPA division for CPA firms will hold its four­
teenth annual gathering for local and regional 
firm partners on May 3-6 at the Walt Disney 
World Dolphin in Orlando, Florida. The pro­
gram offers a wide variety of sessions designed 
to keep firms knowledgeable about new client 
services, improved firm management, changes 
in accounting, auditing and taxation, and 
microcomputer applications.
The opening session will provide insight into 
the challenges smaller firms face in the tur­
bulent decade ahead. Experts will discuss ser­
ving family-owned businesses, the healthcare 
industry, and helping clients expand into the 
international marketplace. Other sessions 
cover a tax update for audit partners, the new 
guide on employee benefit plans, partner 
retirement and compensation, partner 
retreats, and reconciling the perceptions of 
managing and non-managing partners. Micro­
computer sessions will deal with Windows, 
viruses, network basics, and ATB software.
Attend the Crackerbarrel Forum luncheons 
on Monday and Tuesday and find out what a 
PCPS TEAM meeting is like. And keep in mind 
that following the PCPS conference, the Flor­
ida Society of CPAs offers, for a separate fee, a 
two-day course, "How to Conduct a Review 
under the AICPA Practice Monitoring Pro­
gram.”
In keeping with its Spring break traditions, 
the conference features a full social and sports 
calendar including a golf tournament with a 
special 10,000 hole-in-one prize, a Sunday 
night welcome reception, Tuesday evening Key 
West Celebration, childrens programs, and 
optional tours of area attractions.
The registration fee is $525 (up to 22 credit 
hours of partner-level CPE); $90 for a spouse or 
guest. Special airline fares and car rental fees 
are available. To register, contact the AICPA 
meetings department, (212) 575-6451.
Practicing CPA, February 1992
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Reviewer Update
The private companies practice section (PCPS) peer 
review committee of the American Institute of CPAs 
has responsibility for determining that member 
firms maintain and apply a program of quality con­
trol in accordance with AICPA standards and meet 
division membership requirements. Since its incep­
tion fifteen years ago, the committee has considered 
and accepted approximately 6,000 peer reviews.
Because it oversees a “voluntary" practice­
monitoring program, the PCPS peer review commit­
tee is able to keep the process responsive to member 
firms needs and still maintain the programs integ­
rity. A number of articles in the Practicing CPA over 
the years attest to how their reviews have helped 
firms maintain high standards. Many of the policies 
of the AICPA quality review program, now in its 
third year of operation, are based on the success of 
the PCPS peer review program.
Following are some review tips taken from the 
PCPS Team Captain News. They are points that 
reviewers from all three AICPA practice-monitoring 
programs need to keep in mind when performing 
reviews. It is practical advice that should help many 
firms, too.
Letter of comments
To reduce the number of letters of comments that 
are revised before acceptance by the peer review 
committee, team captains should
□ Be careful not to write comments that appear 
to set accounting and auditing standards that 
are higher than those mandated by the profes­
sion. For example, findings should not state, 
"The firm does not provide its professional staff 
with reporting and disclosure checklists for use 
on review and compilation statements. As a 
result...” This incorrectly implies that report­
ing and disclosure checklists are required by 
SSARS on compilation and review engage­
ments.
□ Remember that standardized forms and check­
lists are not an automatic cure. Try not to over­
emphasize their use when recommending 
improvements to a firms quality control sys­
tem. Instead, think carefully about the cause of 
the deficiency and specifically about remedial 
actions that can make the system more effec­
tive.
□ Avoid suggesting the use of specific quality con­
trol materials. Recommend the purchase of 
outside quality control materials, but don’t 
mention an individual vendors name.
□ Be sure to be complete when a finding 
describes where a firm deviated from profes­
sional standards. Include a sentence advising 
the reader whether additional actions are 
necessary or whether the situation was 
resolved. For example, this might state that the 
financial statements were not misleading, or 
that sufficient alternative procedures had been 
performed.
Reviewed firm’s letter of response
Increasingly, the acceptance process is delayed 
because a reviewed firm’s letter of response does not 
directly address recommendations made in the let­
ter of comments. To assist reviewed firms, team 
captains should
□ Make sure the reviewed firm understands the 
nature of each finding in its letter of comments. 
This should be discussed at the exit conference.
□ Refer the firm to "Suggestions for Writing a 
Response to a Letter of Comments” in the PCPS 
Reference Manual.
□ Offer to review a draft of the reviewed firm’s 
letter of response before it is submitted to the 
AICPA quality review division.
Consultation with the administering entity
Reviewers are frequently unsure about when or if 
they are required to consult with the staff of the 
administering entity. In the PCPS and the SECPS 
programs, the staff of the AICPA quality review divi­
sion consults; in the quality review program, it is 
whoever initially scheduled the review. In certain 
circumstances, which differ slightly among the 
three practice-monitoring programs, reviewers are 
required to consult. Reviewers should therefore ask 
their team captains for guidance. □
Creating Your Own Destiny
I read with interest, "Facing New Challenges,” the 
lead article in the September 1991 issue of the Prac­
ticing CPA. Author Timothy J. Beauchemin portrays 
an environment fraught with danger for practi­
tioners. The challenges include overcoming fierce 
competition, flat revenues, and outdated manage­
ment methods.
One of the key changes Mr. Beauchemin addresses 
is the adoption by American businesses of Japanese 
management techniques that had their origin in the 
U.S. And although American companies hoping to 
succeed in a global economy are now bringing home 
and implementing these methods, Mr. Beauchemin 
notes a surprising lack of awareness by CPAs of these 
techniques.
Mr. Beauchemin believes CPAs should have at 
least a working knowledge of quality management, 
statistical measurements, and other management 
Practicing CPA, February 1992
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methods Japanese companies use. He also believes 
firms should engage in “continuous marketing, new 
product development, and training to upgrade the 
knowledge and skills of their workers.”
The reason I found this article interesting is 
because our firm has been taking some of the steps 
he mentions. Other CPAs might also find the process 
timely.
One of our shareholders, Michael Kuechler, real­
ized that a number of our clients needed quality and 
productivity improvements if they were to remain 
competitive. Because our fortunes are closely tied to 
our clients', their need was doubly important to us. 
In searching for an answer to this client service 
dilemma, we engaged Mr. Sud Ingle, a quality and 
productivity consultant.
Since early 1990, we have conducted numerous 
quality/productivity engagements for clients. We 
evaluate their needs, provide appropriate training, 
and supply follow-up consulting to ensure consis­
tent, effective application of the new quality man­
agement methods. Because most businesses that 
implement these procedures realize a savings in the 
region of ten-to-one on their investment, we have 
extremely satisfied clients.
As well as helping clients apply quality manage­
ment methods, we have implemented the same tech­
niques in our own firm. Each of our five offices has 
established employee involvement teams enabling 
us to realize the theory of employee involvement. 
Employees now have a forum in which to address 
issues and problems affecting their work and 
careers. Because of a "top-down” commitment 
from management, we now have "bottom-up" 
involvement in problem solving.
Certain issues involving personnel, compensa­
tion, etc., cannot be addressed by the employee for­
ums. Nevertheless, every office has procedures and 
practices that can be improved. The involvement of 
employees promotes teamwork, increases job satis­
faction, creates efficiency, and builds firm loyalty.
Many problems are really opportunities in dis­
guise. We took a perceived problem and converted it 
into a profitable niche. At the same time, we ener­
gized our firm by practicing what we preach. As Mr. 
Beauchemin points out, you can either watch the 
competition pass you by or you can create your own 
destiny. We believe the latter is the best course. □
—by Ronald E. Brien, CPA, Schenk & Associates, 
S.C., 10 Forest Avenue, Fond du Lac, Wisconsin 54935, 
tel. (414) 921-2953, FAX (414) 921-3902
Editors note: Schenk & Associates, S.C., has kindly 
offered to discuss its programs with other CPAs who 
contact the firm at the above address.
Practicing CPA, February 1992
Helping Clients Survive an 
Economic Downturn
One of the pleasures of owning a business is seeing it 
grow and prosper. When economic conditions 
become difficult, however, one of the burdens of 
ownership is trying to keep the business alive. There 
is a fine line between success and failure in business.
There are many warning signs of a failing busi­
ness. Usually orders slow and margins fall. Cash 
dries up, loans become difficult or impossible to 
obtain, and receivables become troublesome to col­
lect. At this point, clients often look to their CPAs for 
advice.
One of the problems is that many clients don’t 
know how to interpret financial statements. We do, 
and should take the opportunity to explain possible 
actions which could improve their situations. 
Although every business is unique, several ideas 
that are frequently helpful are listed below. Most of 
them revolve around being able to identify prob­
lems quickly and reacting before they damage a 
clients company.
What to tell your clients
□ Watch operating margins. If profits are down, 
check whether you are at least covering the 
operating costs. Any revenue that is greater 
than operating costs helps cover fixed costs.
□ Cut costs. See if there are some identifiable 
expenses, such as health insurance premiums, 
that are getting out of hand. Can anything be 
done to reduce these costs, such as increasing 
the deductible or adding a co-pay feature?
□ Communicate with employees. If employees 
understand the problems, they are more likely 
to be supportive and might even be able to 
suggest solutions. If you communicate with 
employees, they can be your most important 
asset.
□ Communicate with customers. Customers need 
to know that you value their business. Taking 
them out to lunch or dinner, or perhaps to a 
sports event lets them know they are important 
to you. And for established and new customers 
alike, nothing beats your visiting their prem­
ises.
□ Buy smarter. Don’t overstock inventory. Buying 
large quantities should result in substantial 
savings before you tie up cash in inventory.
□ Cut overhead. It is painful to terminate employ­
ment, but if individuals are not adding to the 
bottom line, it may have to be done.
□ Build up a cash hoard. Don’t overextend your­
self by obtaining new loans. Consider consol­
idating old loans at more favorable rates and 
terms.
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□ Don’t plan major capital expenditures. Wait for 
signs that the economy is pulling out of a reces­
sion before committing to major expenditures.
□ Talk to your bankers. Let them know your finan­
cial position and how you are handling any 
problems. They will be much more likely to 
work with you if they understand the facts and 
your plan of action.
□ Have a positive attitude. There will always be 
periods of economic contraction and you must 
be able to adapt to them. Every year cannot be 
better than the last. Make necessary changes 
and remember that a positive attitude will help 
you retain employees, customers, and your 
own peace of mind.
How you can help
CPAs can often help clients in difficulty because of 
our problem-solving capabilities and knowledge of 
their business potential. You can, for example,
□ Analyze the clients results to spot trends and 
problems. You might compare sales and 
income with past performance and consider 
graphing the results to show relationships. 
Look for the reasons for any changes. Be cog­
nizant of overhead and fixed costs and their 
impact on income if sales decline. When ana­
lyzing the balance sheet, be particularly aware 
of current assets and liabilities. Check whether 
accounts receivable, inventories, and debt lev­
els are climbing.
□ Compare the clients performance with others 
in the same industry to spot discrepancies. 
Check whether expense ratios are out of line 
with industry averages, and see how other com­
panies in the industry are coping with the 
downturn.
□ Forecast future results based on various correc­
tive actions. Work with the client to develop a 
strategy to deal with economic realities.
□ Keep the client's banker informed of the client's 
results and progress. Develop a relationship of 
trust with the banker and make yourself avail­
able to answer questions about the financial 
statements.
□ Keep your objectivity. Oftentimes, the best 
advice may not be what the client wants to hear 
but needs to hear. In a family-owned business, 
for example, the best advice may be to elimi­
nate some of the positions held by family mem­
bers.
Summary
Because of our knowledge of their businesses, we 
CPAS can offer real value to our clients by identify­
ing warning signs and problems early, and by rec­
ommending corrective courses of action. Economic 
downturns present opportunities for us to increase 
the prestige of our practices while helping clients in
need. [7]
—by Kurt Jacobsen, CPA, Umble, Gayhart & Jac­
obsen, 7419 Kingsgate Way, P.O. Box 849, West Chester, 
Ohio 45069
Social Security Brochure Available
The AICPA has recently developed an eight­
panel brochure, "Planning for the Future: Your 
Social Security Benefits,” that explains how 
Social Security works and describes the bene­
fits to be received for paying taxes into the 
system. Space is provided on the back panel for 
imprinting your firm name.
An accompanying 15-to-20-minute speech, 
"What You Should Know about Your Future 
Social Security Benefits,” suitable for business 
and consumer groups is also available.
Brochures in the Consumer Guide series 
include
□ "Planning for the Future: Your Social 
Security Benefits" (product no. 890518).
□ "Retirement Planning: Achieving Finan­
cial Security" (product no. 890803).
□ "Saving for College: Easing the Financial 
Burden" (product no. 890818).
□ "Estate Planning: Protecting Your Fam­
ily” (product no. 890819).
□ "Managing Credit: Avoiding the Debt 
Trap” (product no. 890820).
□ "Personal Finances: Managing Through 
an Economic Downturn” (product no. 
890544).
Accompanying speeches include
□ "What You Should Know About Your 
Future Social Security Benefits” (product 
no. 890622).
□ "Achieving Financial Security for Your 
Retirement Years" (product no. 890630).
□ “Planning and Saving for Your Child's Col­
lege Years" (product no. 890822).
□ "Estate Planning Tips for Individuals" 
(product no. 890560).
□ "Control Your Credit Before It Controls 
You” (product no. 890561).
□ "Dealing With a Financial Downturn” 
(product no. 890562).
Brochures cost $17 per 100 copies. Speeches 
are $4 each. To purchase, call the AICPA order 
department, (800) 334-6961; in New York 
State, (800) 248-0445. Ask for operator PC.
Practicing CPA, February 1992
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Small Business Internal Audit (continued from page 2)
incapacitated, nobody in the company could check 
for quality. Our recommendation, therefore, was 
that written procedures should be prepared.
Unless strict quality control is practiced in a com­
pany, inferior goods will be produced, only to result 
in lost customers, rework costs, and declining sales.
Are there any indicators that need to be 
investigated?
During periodic examination of a clients records, a 
CPA may observe something that attracts his or her 
attention. Some indicators observed in the procure­
ment and purchasing functions, for example, are 
favoritism, lack of competitive bidding, failure to 
buy optimum quantities, restrictive specifications, 
excessive returns, and unmet schedules. The CPA 
has an opportunity to provide a valuable service to 
the client by establishing the reasons and making 
appropriate recommendations. Not all indicators 
require investigation, and the CPA will rely on expe­
rience to determine if the indicator is factual.
What about changes in orders?
I know from experience that not many small busi­
nesses use cost accounting systems that will keep 
track of the costs of making changes required by 
customers. Usually, the costs of the changes are sim­
ply merged with the costs of the project.
A construction firm, for example, failed to have 
such a system and the result was much time wasted 
arguing with customers. If change order cost 
accounting had been in effect and customers had 
been notified in advance that costs of changes would 
be collected, much stressful arguing would have 
been eliminated.
Conclusion
Many small businesses need an objective look at 
other matters besides purely financial ones, even 
though they often cannot afford the services of a full- 
time internal auditor. CPAs can fill this need if they 
are properly trained and can adopt a management 
viewpoint instead of an accountants.
Management is not looking to get the job done 
perfectly, but adequately and at reasonable cost. 
The CPA, on the other hand, may tend to be a perfec­
tionist and prepare elaborate procedures and rec­
ommendations to cover every possible situation. 
This is not what the small business needs or wants, 
and a CPA who insists on perfection will quickly 
alienate the client. This is not to imply that CPAs 
should abandon high standards, but they should 
realize compromises may be needed in reaching 
agreement on solutions to problems. □
—by John T. Reeve, CPA, 357 East Drive, Oak Ridge, 
Tennessee 37830, tel. (615) 483-5921
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